
DEPARTMENT OF HEALTH & HUMAN SERVICES OFFICE OF INSPECTOR GENERAL 
REGION II 

Memorandum 

February 21,2003Date: 

RegionalInspectorGeneral 
for Audit Services 

From: 

Subject: Review of the Do Not Forward Initiative -Report Number A-O2-02-01023 

To Gilbert Kunken 
Acting Regional Administrator 
Centers for Medicare & Medicaid Services, Region II 

Attached are two copies of the U.S. Departmentof Health and Human Services (HHS), Office of 
Inspector General's report entitled "Review of the Do Not Forward Initiative." We audited the 
accounting controls and processesfor recording and reporting expenses,related liabilities and 
cashexpenditures for checksreturned or withheld from Medicare providers under the "Do Not 
Forward (DNF) Initiative". The audit was undertakendue to preliminary indications from CFO 
audits that Medicare contractorswere not properly recording DNF activity on their financial 
reports. Our review included examinations ofDNF activity at eachof the four Region n 

Medicare carriers. 

Officials in your office have generallyconcurred with our recommendations, set forth on page 7 
of the attached report and have taken, or agreedto take, corrective action. We appreciate the 
cooperation given us by both the Medicare contractors and also by your office in this audit. 

We would appreciate your views and the statusof any further action taken or contemplated on 
our recommendations within the next 60 days. If you have anyquestions,please contact me. 

To facilitate identification, pleaserefer to Report Number A-O2-02-01023 in all correspondence 

relating to this report. 

---?;~~~~:::--r 
Attachments -as stated 

cc: PeterReisman, CMS Region II 
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Office of Inspector General 

http://oig.hhs.gov/ 

The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, 
as amended, is to protect the integrity of the Department of Health and Human Services 
(HHS) programs, as well as the health and welfare of beneficiaries served by those 
programs. This statutory mission is carried out through a nationwide network of audits, 
investigations, and inspections conducted by the following operating components: 

Office of Audit Services 

The OIG's Office of Audit Services (OAS) provides all auditing services for HHS, either by 
conducting audits with its own audit resources or by overseeing audit work done by others. 
Audits examine the performance of HHS programs and/or its grantees and contractors in 
carrying out their respective responsibilities and are intended to provide independent 
assessments of HHS programs and operations in order to reduce waste, abuse, and 
mismanagement and to promote economy and efficiency throughout the Department. 

Office of Evaluation and Inspections 

The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and 
program evaluations (called inspections) that focus on issues of concern to the Department, 
the Congress, and the public. The findings and recommendations contained in the 
inspections reports generate rapid, accurate, and up-to-date information on the efficiency, 
vulnerability, and effectiveness of departmental programs. 

Office of Investigations 

The OIG's Office of Investigations (OI) conducts criminal, civil, and administrative 
investigations of allegations of wrongdoing in HHS programs or to HHS beneficiaries and 
of unjust enrichment by providers. The investigative efforts of OI lead to criminal 
convictions, administrative sanctions, or civil monetary penalties. The OI also oversees 
State Medicaid fraud control units, which investigate and prosecute fraud and patient abuse 
in the Medicaid program. 

Office of Counsel to the Inspector General 

The Office of Counsel to the Inspector General (OCIG) provides general legal services to 
OIG, rendering advice and opinions on HHS programs and operations and providing all 
legal support in OIG's internal operations. The OCIG imposes program exclusions and civil 
monetary penalties on health care providers and litigates those actions within the 
Department. The OCIG also represents OIG in the global settlement of cases arising under 
the Civil False Claims Act, develops and monitors corporate integrity agreements, develops 
model compliance plans, renders advisory opinions on OIG sanctions to the health care 
community, and issues fraud alerts and other industry guidance. 



Notices 

THIS REPORT IS AVAILABLE TO THE PUBLIC 
at http://oig.hhs.gov/ 

In accordance with the principles of the Freedom of Information Act, 5 U.S.C. 552, as 
amended by Public Law 104-231, Office of Inspector General, Office of Audit Services, 
reports are made available to members of the public to the extent information contained 

therein is not subject to exemptions in the Act. (See 45 CFR Part 5.) 

OAS FINDINGS AND OPINIONS 

The designation of financial or management practices as questionable or a 
recommendation for the disallowance of costs incurred or claimed as well as other 

conclusions and recommendations in this report represent the findings and opinions of the 
HHS/OIG/OAS. Authorized officials of the awarding agency will make final determination 

on these matters. 
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DEPARTMENT OF HEALTH & HUMAN SERVICES 

Region II 

Jacob K. Jav/ts Federal Building 

26 Federal Plaza 

New York, NY 10278 

February 21,2003 

OurReference:CommonIdentificationNo. A-O2-02-01023 

Mr. Gilbert Kunken 
Acting Regional Administrator 
Centers for Medicare & Medicaid Services 
26 Federal Plaza, Room 3811 
New York, New York 10278 

DearMr. Kunken 

This report provides you with the results of our "REVIEW OF THE DO NOT 

FORWARD INITIATIVE". 

The objective of this review was to evaluatethe accounting controls and processesfor 
recording and reporting expensesand the related liabilities and cashexpenditures for 
checks returned or withheld underthe "Do Not Forward (DNF) Initiative". The audit 
included examinations ofDNF activity at eachof the four Region II Medicare carriers in 
order to assurethat the carriers' financial reports were correctly stated. 

This review identified systemlimitations and weaknessesin the carriers' implementation 
of the Centers for Medicare & Medicaid Services (CMS)I guidelines that require 
corrective actions in order to prevent misstatementofthe,CMS financial reports. The 
results of our review indicate that eachof the four Region II carriers were misstating their 

CMS financial reports with respectto their DNF activity. 

Thesemisstatements,totaling $4,845,530,affected several accounts in the contractors' 
financial reports. The results also indicated that the nature of the misstatementwas 
generally related to the claims processing systemused by the carrier. 

Weare recommending that the CMS Regional Office work with its Region II contractors to 
effectively implement the DNF guidelines, assurethat the total misstatementsof the 
financial reports have been properly resolved, and follow up with the contractors to ensure 

that their financial reports are accuratelyprepared. 

I The Centers for Medicare & Medicaid Services were formerly known as the Health Care Financing
Administration (HCFA). ' 
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Finally, the reviewidentifiedlimitations in sharedsystemsregardingtherecordingof 
DNF activity; this matter has beenreferred to the CMS Central Office for further 
consideration. 

TheCMS RegionalOffice concurredwith therecommendationsto ensurecorrective 
actionsby the RegionII contractors.Thefull textof theCMS responseis attachedto this 
reportasAppendixB. 

Background 

TheCMS is the largestpurchaserof healthcarein theworld. TheMedicareprogram, 
whichaccountedfor 17centsof everydollar spenton healthcarein theUnited Statesin 
2000,providesinsuranceto peopleage65 andover,peoplewith end-stagerenaldisease, 
andcertainpeoplewith disabilities. 

TheCMS administerstheMedicareprogramby contractingwith privateorganizations, 
knownasfiscal intennediaries(FI) andcarriers,to processandpayclaims for Medicare 
services.Thecontractors(i.e.,FIs andcarriers)reporttheir financial activity to CMS 
throughseveralmeans,includingthe quarterly"ContractorFinancialReports-Statement 
of FinancialPosition" (FonnCMS-750)andthe "Monthly ContractorFinancialReport" 
(FonnCMS-1522). 

0 The CMS-750 is designedto provide a method for reporting financial activities 
for a contractor's Medicare benefit payments. Contractors are instructed to 
prepare the CMS-750 using the accrual basis of accounting and double entry 
bookkeeping. For example, amounts for Medicare claims adjudicated but not yet 
paid at the end of a quarter should be recorded as "Operating/Program Expense" 
and "Accounts Payable" in order to assurethat the CMS financial statementsare 
properly stated. 

0 The CMS-1522 is designedto report the "Total Funds Expended" (TFE) for 
Medicare benefits per the contractor's records and to reconcile the TFE to the 
Federal funds drawn during the month. The form is also used to reconcile the 
TFE and funds drawn to amountsreported by the contractor's bank. 

The DNF Initiative was initially implemented for Durable Medical Equipment Regional 
Carriers (DMERC) in February 1997 to preclude the forwarding of Medicare checks to 
locations other than the addressof record on Medicare provider files. The initiative was 
expandedto all carriers effective July 1, 2000, to FIs using the Arkansas shared system 
effective July 1, 2002 and is expectedto be initiated at FIs using the Fiscal Intermediary 
Shared System in the near future. To accomplish the initiative, CMS prescribes the use 
of "Return Service Requested" envelopesto permit the U.S. Postal Service to return 
Medicare checks to contractors at no cost. 
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The CMS instructions to carriers and FIs subjectto the DNF Initiative provide that: 
.Any new addressindicated by the U.S. Postal Service is not automatically used to 

update the Medicare provider file or to remail the check; instead, the provider 
must submit an original, signed notification of the appropriate address for both 
Medicare payments and for any other Medicare correspondence; 

.Any returned checks must be logged, accounted for and immediately cancelled by 
the contractor's financial staff until the proper addressis updated and verified, 
and 

.Upon receipt ofa returned check, the carrier or FI (or, in the caseofDMERCs, 
the National Supplier Clearing House [NSC]) annotatesthe provider file with a 
DNF flag to prevent further payments until the addressis verified. Therefore, any 
subsequentclaims for the flagged provider are processedfor adjudication only 
with no check issued until an authorized addresscorrection is processedand the 
DNF flag is removed. 

In addition to the claims processingcontrols discussedabove, CMS has issued guidance 
related to the financial accounting for DNF activities in the Medicare Carriers Manual, 
Program Memoranda and through periodic discussions with its contractors. For example, 
this guidance requires that contractorsvoid returned checks and report them on the CMS-
750 as "Other Liabilities" until one year after the date of issuance;this accounting 
treatmentwould also increasethe ending cashbalance on the CMS- 750. After one year, 
the CMS instructions provide that the returned check should be cancelled; at this point in 
time, both the expenseand the liability would be reduced. 

With respectto subsequentclaims that are adjudicated but not paid, the CMS instructions 
indicate that, "Extreme care must be taken for all claims which have been' approved for 
payment but not paid' at the end of a quarter. ...The dollar totals should be checked to 
make certain that all claims that have beenapproved for payment and have not beenpaid 
are included in the total... payable." Similarly, theseguidelines require that the reported 
benefits costs include both the cashoutlays and the accruedliabilities. Finally, under 
draft instructions issued in October 2001, carriers would be instructed to cancel these 
payments after one year. At that time, both the expenseand the liability would be 
reduced. 

The standardsharedMedicare systemsused by contractors subject to the DNF Initiative 
should generatestatistics regarding the number of providers, number of checks and total 
dollars related to DNF activity. The two standardprocessing systemsused by the 
Medicare carriers and the DMERC in Region II are the Multiple Carrier System (MCS) 
and the ViPS Medicare System(VMS)2. Both of thesesystems presently produce reports 
which account for the financial effects ofDNF items; however, neither of the systemscan 
properly post certain DNF items as expensesand liabilities. To assurethat the financial 
reports are properly stated,therefore, Region II contractors may have to employ 
alternative measuresto overcome the limitations of the sharedsystems. Accordingly, a 
listing of the shared systemreports which have proved useful in reporting DNF activity is 
included as Appendix A to this report. In this regard, however, it is important to note that 
implementation of the Healthcare Integrated General Ledger Accounting System 

2ViPs is alsoknown Viable InformationProcessingSystems. 
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(HIGLAS) by MCS is scheduledto begin in July 2002 with phased implementation after 
site testing is completed. Among the functions envisioned for HIGLAS for MCS are 
CFO Reporting, Check Functions for Void and Stale Dated Checks, and Accounts 
Payable Functions for Returned Checks and Do Not Forward Checks. 

Objectives,Scopeand Methodology 

The objective of this audit was to evaluatethe accounting controls and processesfor 
recording and reporting expensesand the related liabilities and cashexpenditures for 
DNF Checks by Region II Medicare carriers in order to assurethat the carriers' financial 
reports (i.e., CMS-750 and CMS-1522) were correctly stated in accordancewith the 
Chief Financial Officers Act of 1990. 

The reviewincludedexaminationsofDNF activity at eachof the RegionII Medicare 
carriersandof the DNF activityrecordedfromthe sharedsystemsusedby these 
contractors,asfollows: 

MCS: 
EmpireMedicareServicesand 
HealthNow 

VMS:. 
. 
. 
. 

EmpireMedicareServices; 
GroupHealthIncorporated; 
HealthNow,and 
Segurosde Serviciosde SaluddePuertoRico. 

To accomplish the audit objective, we: 

[E] reviewedthe applicablelaws,regulationsandguidelines, 

[E obtainedanunderstandingof eachcarrier'sproceduresandcontrols for the 
recordingofDNF activity ontheCPOreports3, 

[EJ obtained and reviewed supporting documentation (e.g., MCS and VMS 
systemreports, the CMS-750 and CMS-1522) from the carriers in order to 
determine the accuracyof the reporting ofDNF activity on the CPO 
reports, and 

[E reviewed the findings with carrier officials to assurethe accuracy and 
objectivity of the facts presentedto CMS. 

Our review of the accounting controls and processeswas limited to matters concerning 
the recording and reporting ofDNF returned checks and withholds on the CMS- 750 and 
CMS-1522. 

3For of this the "CFO reports"is limited theCMS-750andthe CMS-1522. 

..
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The audit period, with the exception of pilot testing of one shared system at one 
contractor for the quarter ended March 31, 2001, was the most recent calendar quarter for 
which the carrier had filed CPO reports (quarter ending December 31, 2001) at the time 
of our field work. 

Field work was perfoffiled in the month of March 2002 at the offices of Region II 
contractors located in Binghamton, New York; New York City; San Juan, Puerto Rico 
and Syracuse,New York. This audit was conducted in accordancewith generally 
acceptedgovernment auditing standards. 

The review identified systemlimitations and weaknessesin the carriers' implementation 
ofCMS guidelines that require corrective actions in order to prevent misstatement of the 
CMS financial reports. As previously noted, the Medicare carriers and the DMERC in 
Region II use two different standardprocessingsystems,MCS and VMS. We also note 
that some of these Region II contractors use only one of the two systemswhile others use 
both systems. 

The results of our review at the four Region II carriers identified misstatements in the 
CPO reports with respectto the DNF activity at eachof the contractors and with respect 
to reports prepared from both of the standardprocessing systems. These misstatements, 
totaling $4,845,530, affected several accounts in the CMS-750 and CMS-1522 reports, as 
detailed below. 

The results indicated, however, that the nature of the misstatementswas generally related 
to whether the contractor was basing its reports on the MCS or the VMS system, as 
explained below. 

Two Region II Medicare contractors use the MCS. 
At both contractors, the "Total Funds Expended" were 
overstated on the CMS-1522 becauseof system 
limitations with regard to the processing of DNF 
returned checks. In effect, the system limitation treats 
DNF returned checks as outstanding items rather than as 
voided checks. Therefore, DNF returned checks were 
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reported as funds expended,overstating the TFE on the CMS-1522 by $342,137 at these 
MCS contractors. In addition to the effect on TFE asreported on the CMS-1522, both 
contractors misstatedbalances on the CMS-750, as discussedbelow. 

One contractor was not aware of the CMS guideline which requires that returned 
checks must be recorded as a liability on the CMS-750. Consequently, in the 
absenceof contractor action to addressthe MCS limitations, the cashand 
liabilities on the CMS-750 were understatedby the same amount as TFE was 
overstated on the CMS-1522. 

Another contractor, responding to the CMS requirement to record the liability for 
returned DNF checks,prepared ajournal entry to post "Benefits Expense" and 
"Other Liabilities". This entry properly recorded the liability, but understatedthe 
cashbalance, overstatedthe expense(which had already beenrecorded when the 
claim was processed)and did not resolve the fact that TFE was overstated. 

FourRegionII MedicarecontractorsusetheVMS. 
For eachof thesecontractors,the checkswithheld 
underthe DNF Initiative werenotreportedonthe 
CMS-750asa resultof oversightsby the contractors. 

Both the "Benefits Expense" and "Other Liabilities" for 
three of the contractors were understated by the amount 
of the DNF withholds. Thesecontractors were either 

not aware that the DNF withholds should be reported as expensesand liabilities on the 
CMS-750, or they thought that the DNF items were being reported as expensesand 
liabilities on their CMS-750. Thesecontractors have informed us that, as a result of our 
review, they have taken corrective action to ensure that the CMS- 750 will accurately 
reflect an expenseand liability for DNF withholds. 

Althoughno fundsor cashwereexpendedfor amountswithheld underthe DNF 
Initiative, the fourth contractorincludedDNF withholdsontheCMS-1522asTFE. As a 
resultof treatingthesewithheldpaymentsasa componentofTFE, the contractor 
understatedboththe cashandliabilities ontheCMS-750. In this instance,the contractor 
hadaccumulatedinformationfrom severaldifferentsourcesto preparethe CMS-1522; 
however,in sodoing,theydid nottakecareto excludethe DNF withholds from theTFE. 
Theresultingjournal entryimproperlyrecordedDNF withholdsascashdisbursements 
andfundsexpended;instead,theseitemsshouldhavebeenrecordedasliabilities. 

Conclusion 

The CMS has issued guidelines on the reporting of financial activity related to the DNF 
initiative to the Medicare contractors through program manuals and several program 
memoranda. In addition, thesematters have beenthe subjectof periodic telephone 
conferencesbetweenCMS and the Medicare contractors. This review of Region II 
contractors' compliance with theseguidelines, however, indicates the need for additional 
communications to assurethat the contractors report their DNF activity properly on the 

CFO reports. 

..
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As previously reported, the misstatementsrelated to limitations of the sharedclaims 
processing systemsused by the Region II Medicare contractors. Since contractors 
outside of Region II also use theseclaims processing systems,we have advised the CMS 
Central Office that corrective actions may be neededto resolve the present system 
limitations. 

Recommendations 

We recommend that the CMS Regional Office: 

work with the Region II contractors to effectively implement the CMS guidelines 
pertaining to the DNF returned checks, the amountswithheld under the DNF 
Initiative and the cancellation ofDNF expensesand liabilities after one year, 

0 

0 assurethat the total misstatementsof the CMS-750 (totaling $4,462,414) and the 
CMS-1522 (totaling $383,116)have beenproperly resolved, and 

follow up with thecontractorsto ensurethattheir financialreportscorrectlyreport 
their DNF activities. 

0 

In addition to our examination of the financial data relating to the DNF initiative, we 
inquired of the Region II contractorsas to their ability to meet the current and proposed 
guidelines on cancellation ofDNF expensesand liabilities after one year. 

With respectto thesematters,we notethatsomeof the RegionII contractorsinformedus 
thattheywould find it difficult to write off the DNF liabilities afteroneyear. In certain 
instances,contractorsalsoreportedthat atthe presenttime, they lackclearguidancefrom 
CMS regardingthe cancellationof DNFreturnedchecksor withholds. We alsofound 
that, in general,the contractorsarenotcancelingtheseliabilities afteroneyear. If the 
contractorsarenot cancelingthe DNF expensesandliabilities afteroneyear,theamounts 
ontheCMS-750couldbemisstated. 

CMS RegionalOffice's Comments 

TheCMS RegionalOffice, in its responsedatedJanuary22, 2003,concurredwith the 
recommendationsandrequestedadditionalinfonnationin orderto ensurecorrective 
actionsby the RegionII contractors.The full textof theCMS responseis attachedto this 
reportasAppendixB. 
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Office of Audit Services'Response 

We have provided the CMS Regional Office with the additional information requested 
and will provide any other documents that the CMS may need to ensurecorrective 
actions by the Region II contractors. 





APPENDIX A 

System Reports Used by Region II Contractors to Capture DNF 
Activity in CMS Financial Reports 
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MEMORANDUM 

Date: 

From: 

January22,2003""\; . 
Gilbert Kwlken I j ~ "1,-z, , f~r' 

Acting RegionalAdministrator 

Timothy J. Horgan 
Regional InspectorGeneralfor Audit Services 

Subject: Responseto Draft Report, Common Identification Number: A-02-02-0 1023, Review Of The Do Not 
Forward Initiative. 

The New York RegionalOffice of CMS agreeswith your generalconclusionthat additional corrununicationsare 
necessaryto assurethatthe contractors report their DNF activity properly on the CFO reports. The accuracyof 
the CMS-750 and CMS-1522 are importantand are receiving an increasingreview and oversight by our office. 
Contractorcompliance with the DNF guidelines is inherentto the accuracyof thesereports. 

In order for us to takecoITectiveactionwith the Region II contractors,we askthat you provide us with 
documentationidentifying the $4,462,414of misstatementson the CMS-750 by individual contractor. Similarly, 
we need identification by contractor for the $383,116 misstatedon the CMS-1522. Oncewe have this 
infonnation, we will contactthe contractorsto implement coITectiveactionsand to reinforce the proper reporting 
requirements. We believe that the recommendedcontractor educationand communicationwill be a useful 
measureto preventrecurrencesof this problem. 

Thank you for the opportunity to conunenton the draft report. If you would like to discusstheseissueswith us, 
pleasecontactSandraTokayer at extension4-2505. 

To: 



This reportwaspreparedunderthe directionof TimothyJ. Horgan,RegionalInspector 
Generalfor Audit Services.OtherprincipalOAS staffincluded: 

NEW YORK 

Elliot Hirshon,AuditManager 
MargieColon,SeniorAuditor 
Marlyn Griffis, SeniorAuditor 
GwendolynBooker,Auditor 
PeterDiStefano,Auditor 
StephanHobday,Auditor 
ArleneRyan,Auditor 

HEADOUARTERS 

JanetKramer,Director, Centerfor Medicare& MedicaidAudits 
BruceRandle,Audit Manager 
Willie O'Neal, SeniorAuditor 




